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Office of the Auditor

The missions of the Office of the Auditor are assigned by the Hawaii State Constitution
(Article VII, Section 10).  The primary mission is to conduct post audits of the transactions,
accounts, programs, and performance of public agencies.  A supplemental mission is to
conduct such other investigations and prepare such additional reports as may be directed by
the Legislature.

Under its assigned missions, the office conducts the following types of examinations:

1. Financial audits attest to the fairness of the financial statements of agencies.  They
examine the adequacy of the financial records and accounting and internal controls, and
they determine the legality and propriety of expenditures.

2. Management audits, which are also referred to as performance audits, examine the
effectiveness of programs or the efficiency of agencies or both.  These audits are also
called program audits, when they focus on whether programs are attaining the objectives
and results expected of them, and operations audits, when they examine how well
agencies are organized and managed and how efficiently they acquire and utilize
resources.

3. Sunset evaluations evaluate new professional and occupational licensing programs to
determine whether the programs should be terminated, continued, or modified.  These
evaluations are conducted in accordance with criteria established by statute.

4. Sunrise analyses are similar to sunset evaluations, but they apply to proposed rather than
existing regulatory programs.  Before a new professional and occupational licensing
program can be enacted, the statutes require that the measure be analyzed by the Office
of the Auditor as to its probable effects.

5. Health insurance analyses examine bills that propose to mandate certain health
insurance benefits.  Such bills cannot be enacted unless they are referred to the Office of
the Auditor for an assessment of the social and financial impact of the proposed
measure.

6. Analyses of proposed special funds and existing trust and revolving funds determine if
proposals to establish these funds are existing funds meet legislative criteria.

7. Procurement compliance audits and other procurement-related monitoring assist the
Legislature in overseeing government procurement practices.

8. Fiscal accountability reports analyze expenditures by the state Department of Education
in various areas.

9. Special studies respond to requests from both houses of the Legislature.  The studies
usually address specific problems for which the Legislature is seeking solutions.

Hawaii’s laws provide the Auditor with broad powers to examine all books, records, files,
papers, and documents and all financial affairs of every agency.  The Auditor also has the
authority to summon persons to produce records and to question persons under oath.
However, the Office of the Auditor exercises no control function, and its authority is limited to
reviewing, evaluating, and reporting on its findings and recommendations to the Legislature and
the Governor.
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Summary Section 302A-1185, Hawaii Revised Statutes (HRS), requires the Office of the
Auditor to allocate the Department of Education’s general funds to new century
charter schools and new century conversion charter schools.  Charter schools are
semiautonomous public schools operated by parents, educators, community
groups, or private organizations under contracts with the Board of Education.

This year’s allocation—our fifth—was guided by two legislative actions amending
Section 302A-1185, HRS.  Acts 2 and 262, Session Laws of Hawaii 2002, created
a category of public schools that converted into charter schools.  Two of the 25
charter schools fall into this new category.  The statutory requirements for
allocating funds were amended.  The allocation is based on departmental funding
for budget programs EDN100, 200, 300, and 400, and official regular education
enrollment for the current fiscal year.  EDN150 funds for special education are
excluded, as are changes to the department’s budget made by the Legislature or
governor, departmental restrictions and collectively bargained sums.  Additionally,
the Auditor must exclude funds for necessary state-level services; programs or
projects for specific schools, complexes, or districts; grants in aid; and resources
for new facilities.

We used a per pupil allocation methodology for FY2002-03, resulting in an
allocation rate of $3,805 per regular education student officially enrolled in a
charter school.  The amounts allocated to the charter schools range from $76,100
to $1,795,960.  The total allocated to all charter schools is $11,723,205.

Finally, we note three additional concerns:  1) a retroactive provision in Act 262
may require an additional appropriation; 2) the statute relating to new century
conversion charter schools needs clarification; and 3) the continued role of the
Auditor in the allocation process is problematic.

Act 262 changes the allocation computation retroactively, beginning with FY2001-
02.  However, Act 262 was signed into law on July 5, 2002, after the completion
of FY2001-02, and does not appropriate additional funds to cover the recalculation
for the previous fiscal year.  In the absence of a clear legislative directive and
adequate appropriations, we did not address the retroactive allotments issue.

Act 2 establishes a new class of charter schools called new century conversion
charter schools.  The statute now provides for two distinct methods of allocating
charter school funds, one for new century charter schools and the other for newly
converted new century conversion charter schools.  However, it is unclear whether
the allocation method for newly converted schools applies to schools to be
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converted in the future only, or also to the already converted charter schools.  It is
also unclear whether the Auditor’s responsibilities continue after the first year of
operation, when a school is no longer a newly converted school.

Additionally, the statutes are ambiguous regarding newly converted charter
schools.  The Department of Education is required to provide appropriate transitional
resources to a conversion charter school for its first year of operation based on the
school’s prior year allocation.  However, the Auditor is obligated to develop a
methodology for newly converted charter schools based on departmental program
budgets.  We recommend that the Legislature clarify its intent.

Regarding the role of the Auditor, we continue to note, as we have in previous
reports, that our role in the allocation process should be reviewed.  We acknowledge
the legislative preference that we determine the allocation but note that this is an
executive branch function more properly placed in that branch.

The Department of Education responded that it agrees with our concern that the
allocation process places the Office of the Auditor in a potential conflict with its
constitutional and statutorily assigned audit functions.  Also, the department
indicated that, should the Auditor continue to be assigned the allocation function
for charter schools, legislation is needed to clarify that the Auditor should use the
same methodology for existing and newly established conversion charter schools.
The department also agrees that the Auditor was unable to provide retroactive
funding because Act 262 was not signed until July 5, 2002 and was absent any
appropriation.

The department also noted some issues of concern.  The department requested that
the Auditor notify the department of the per pupil allocation by September 1 of
each year in order to facilitate the department’s final distribution to the charter
schools by October 15.  We note, however, that this request is unreasonable since
the department is not required to give us its official enrollment counts until
September 15, and the allocation calculations cannot begin without those counts.
The department also indicated that the July 5, 2002 signing of Act 262 did not allow
new century charter schools to enter into an annual memorandum of agreement
with the department for centralized services prior to the beginning of the school
year as required by the revised law.  Finally, the department requests that the
Auditor allocate a per pupil amount for all students, including special education
students.  We remind the department that the current law does not provide for
Auditor’s allocations for special education students.

Recommendations
and Response
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Foreword

Section 302A-1185, Hawaii Revised Statutes, requires the State Auditor
to determine the appropriate allocation of state funds to new century
charter schools and new century conversion charter schools.  This report
presents the FY2002-03 allocation to 25 new century charter schools and
new century conversion charter schools and a detailed description of the
methodology we used.

We wish to acknowledge the cooperation extended to us by the officials
and staff of the Board of Education and the Department of Education.

Marion M. Higa
State Auditor
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Chapter 1
Introduction

This is the fifth year the Office of the Auditor has determined allocations
to new century charter schools.  In this report we present allocations for
23 new century charter schools and two new century conversion charter
schools.  Our methodology has been modified since last year to reflect
changes mandated by Acts 2 and 262, Session Laws of Hawaii (SLH)
2002.

Charter schools are semiautonomous, publicly funded schools operated
by parents, educators, community groups, or private organizations under
written contracts with the State.  These schools are exempt from many
state laws and regulations, including state procurement laws.  As a result,
charter schools enjoy substantial spending and administrative flexibility.

In Hawaii, there are now two kinds of charter schools:  new century
charter schools and new century conversion charter schools.  New
century charter schools are newly created schools that may comprise
programs and use facilities of existing public schools.  New century
conversion charter schools were formerly public schools.  After
conversion, they are managed and operated by a nonprofit organization
or a local school board.  Unless otherwise stated, we refer to both new
century charter schools and new century conversion charter schools as
“charter schools.”

Charter school implementation plans are approved by the Board of
Education.  Charter schools must meet Hawaii Content and Performance
Standards as well as federal requirements, such as those imposed by the
No Child Left Behind Act.  Student performance standards and goals are
specified in each school’s charter or educational plan.  Charter schools
are monitored by the board to ensure they remain in compliance with
educational and fiscal accountability requirements.

The Department of Education provides funding to charter schools from
its general fund appropriations and federal impact aid moneys.  The State
Auditor is mandated under Section 302A-1185, Hawaii Revised Statutes
(HRS), to determine allocation amounts for charter schools within
statutory guidelines.

Background



2

Chapter 1:  Introduction

Section 302A-1185, HRS, directs the Auditor to develop an allocation
methodology that can be applied to various forms of alternative schools,
including charter schools.  The allocation methodology shall be based on
individual schools’ operational and educational requirements.  In
addition, the methodology shall also be based on department general
fund allocations for EDN100, 200, 300, and 400, and official regular
education enrollment for the current fiscal year.

The first allocation, developed for FY1998-99, covered the two charter
schools in existence at the time, Wai‘alae and Lanikai elementary
schools.  Both were converted from regular departmental schools to
charter schools, which were known as student-centered schools at the
time.  We developed an allocation methodology consisting of three
components:  a variable component; a small school subsidy to
compensate for the relatively higher fixed costs incurred by the smaller
Lanikai school; and a negotiable component, comprising functions and
responsibilities that could be handled by either the charter schools or the
Department of Education.  It was left to the parties to agree on who
should perform such “negotiable” activities.  For each of these activities,
we determined a per pupil rate to be associated with the activity.

In FY1999-2000, the small school subsidy component was replaced by a
fixed cost component.  Fixed costs were defined as school personnel
expenses for certain positions common to public schools but relatively
independent of student enrollment.  Depending upon the type (i.e.,
elementary, middle/intermediate, or high school) and size of the school,
such positions might include a principal, vice-principal, school
administrative services assistant, counselor, librarian, registrar, and
account clerk.  The resulting methodology consisted of a fixed cost
component, a variable cost component, and a component of separately
identified programs that may be transferred by agreement between the
charter school and the department.  We computed a per pupil rate for
each of these components.

For FY2000-01, we reassessed the practice of identifying the negotiable
component cost before an agreement was reached.  Because we
concluded that the negotiable component cost was an operational issue
subject to agreement between the charter school and the department, it
served no purpose for us to identify the potential allocation before such
an agreement was reached.  Hence, we removed the component from the
methodology, stating that upon notification of an agreement we would
proceed to determine the appropriate allocation.

For FY2001-02, the allocation methodology was modified for
consistency with amendments to Section 302A-1185, HRS, made by the
Legislature during its 2001 session.  These changes specifically directed
the Auditor to ensure that the per pupil allocation to any charter school

Evolution of the
allocations to charter
schools
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did not exceed the department’s average per pupil expenditure based on
the inclusion of “similar cost items” in the previous fiscal year.  The new
requirement imposed a cap on allocations based on the previous year’s
expenditures.  This resulted in a limit on the allocation of funds to
charter schools and a change in methodology to one based only on  a per
pupil rate.

During the 2002 legislative session, several statutory provisions guiding
charter school allocations were enacted in Acts 2 and 262, SLH 2002.
These acts modified the requirements upon which the methodology is
developed, created a new category of charter schools, and increased the
number of charter schools that can be approved statewide.

Allocation requirements have been modified

Act 262, SLH 2002, amends Section 302A-1185(a), HRS, to base charter
school allocations on department general fund allocations for four budget
programs (EDN100, 200, 300, and 400) and official regular education
enrollment for the current fiscal year.  Section 302A-1185(a) also
requires the Auditor to consider changes to the department’s budget
made by the Legislature or governor, department-imposed restrictions,
and amounts negotiated through collective bargaining.  Additionally, the
Auditor is to exclude from the allocation services that must be provided
at the state level; programs or projects targeting specific schools,
complexes, or districts; grants in aid; and resources for new facilities.

Prior to Act 262, Section 302A-1185, HRS, also provided for a cap on
allocations based on similar cost items in the previous fiscal year.  The
amendments in Act 262 remove such caps on allocated funds.
Consequently, we have modified our methodology for the FY2002-03
allocation.  We describe that methodology in Chapter 2 and provide
further detail on the preceding methodologies.

A new classification of charter schools has been created

Act 2, SLH 2002, creates a new category of charter schools, called new
century conversion charter schools.  As previously noted, existing public
schools that convert to charter schools fall into this category.  Lanikai
and Wai‘alae elementary schools, which are operated by local school
boards, are the only conversion charter schools.

Number of available charters has been increased

Act 262, SLH 2002, reduces the maximum number of new century
charter schools from 25 to 23, and establishes 25 additional available
charters for new century conversion charter schools.  This increases the
total number of available charters from 25 to 48.

Statutory changes
affect charter schools
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For FY2001-02, all 25 available new century charter school charters
were awarded, which was the maximum number then permitted by law.
However, three of these schools, Ipu Ha‘a Academy of Natural Sciences,
Ka Waihona O Ka Na‘auao, and Kua O Ka La, did not receive
allocations for FY2001-02 because they were not to be operational until
FY2002-03.  For FY2002-03, all chartered schools are operating and will
receive an allocation.

The following descriptions are based on materials provided by each new
century charter school.  We did not verify the accuracy of the
information, except for enrollment counts.

Connections New Century Public Charter School

Connections New Century Public Charter School is a kindergarten
through eighth grade (K-8) school located in downtown Hilo.  The
school initially started as a school-within-a-school at Mountain View
Elementary School and operated from that campus for the first year.
Connections is founded on the philosophy that small schools can provide
an environment more conducive to learning.  It was created to provide
options for families seeking greater involvement in their children’s
overall educational program.  The school currently enrolls 240 regular
and special education students.

The Education Laboratory, A Hawaii New Century Public
Charter School

The Education Laboratory is a K-12 school formed from the University
of Hawaii Laboratory School.  It operates in partnership with the
Curriculum Research and Development Group at the University of
Hawaii, under an agreement with the local charter school board.  The
school has long served as the real-world laboratory for the university’s
College of Education.  Since 1966, The Education Laboratory has
focused on two interlocking missions:  to provide a quality education for
its students; and to support educational research and development, and
dissemination of educational materials and improvement strategies.  The
charter school structure permits the creation, pilot testing, demonstration,
and evaluation of new materials, and serves as a model for educational
design.  The student body represents a sampling of the state’s children in
ethnicity, socio-economic status, and academic achievement drawn by
lottery.  The Education Laboratory School currently enrolls 363 regular
and special education students.

Descriptions of new
century charter
schools
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Hakipu‘u Learning Center, A Hawaii Public Charter School

The Hakipu‘u Learning Center's program targets the youth population of
the Windward school district, from Pupukea to Makapuu.  The charter
school is built around the resources and traditions of the ahupua‘a (land
division usually extending from the uplands to the sea) of Hakipu‘u and
based on the traditions and values of the Hawaiian culture.  The school
consists of a home-based campus at University of Hawaii’s Windward
Community College and a series of outdoor learning laboratories located
throughout the community.  The school currently has 50 regular and
special education students enrolled in grades 7 through 9.  It intends to
eventually offer grades K-12.

Halau Ku Mana, A New Century Public Charter School

Halau Ku Mana offers an educational program that seeks to provide an
academically rigorous, culture-based, and community-designed
education.  Learning is hands-on, real world, and interdisciplinary. The
school is principally located in facilities within the University of Hawaii
at Manoa’s Center for Hawaiian Studies, but also utilizes a number of
sites within the Honolulu area.  The school currently has 66 regular and
special education students enrolled in grades 6-12.

Halau Lokahi New Century Public Charter School

Halau Lokahi provides K-12 students residing on Oahu a quality
education that is safe, supportive, and nurturing of the body, mind, and
spirit.  This balance, known as lokahi, is woven throughout the project-
based curriculum, which includes multiple outdoor and indoor learning
laboratories focused on Hawaiian culture, history, and language as well
as on health and science.  Halau Lokahi, both a school and a family, is a
place where Hawaiian values and concepts are integrated with Western
learning.  Students are active in community and legislative issues and
participate regularly in the political process concerning education, the
environment, and native Hawaiian rights.  The school's motto is
“Learning to Be Self Responsibly Free,” meaning free to be
conscientious individuals mindful of cultural expectations, and free to
make thoughtful, careful, and sensible decisions.  The school currently
enrolls 126 regular and special education students.

Hawai‘i Academy of Arts & Science Public Charter School

The Hawai‘i Academy of Arts & Science Public Charter School is
situated in the Puna District of the Big Island.  It serves grades 7-12 and
plans to have a permanent facility on a four-acre site in the Pahoa area.
The school’s goals for its students are to enhance productivity and
intrinsic motivation; increase involvement in the community; improve
scores on standardized tests; and acquire the skills, attitudes, and will to
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bring positive change to the world.  The school currently enrolls 107
regular and special education students.

Innovations Public Charter School

Innovations Public Charter School serves elementary children of the
Kahakai areas, near the Kona Coast of the Big Island.  Innovations
utilizes innovative strategies, current technology, and an inquiry/project-
based curriculum focused on the learning process to prepare its students
to become contributing members of the Information Age.  Innovations
shares facilities located at Kahakai Elementary School.  The school
currently has 95 regular and special education students enrolled in grades
3-5.

Ipu Ha‘a Academy of Natural Sciences Public Charter School

Ipu Ha‘a Academy of Natural Sciences provides a Hawaiian culture-
based education through project-oriented learning in authentic
environments, combined with twenty-first century technology.  Outreach
centers are located throughout the east and north shores of Kauai.  The
Department of Hawaiian Home Lands awarded Ipu Ha‘a Academy land
leases for sites located in the Anahola community.  Construction of new
school facilities is projected to begin in early 2003.  Ipu Ha‘a Academy
of Natural Sciences currently serves a multi-ethnic student body of 55
regular and special education students enrolled in grades K-11.

Ka ‘Umeke Ka‘eo Public Charter School

Ka ‘Umeke Ka‘eo Public Charter School is a K-6 Hawaiian language
immersion school situated in the Keaukaha Hawaiian Home Lands
community of Hilo on the Big Island.  Ka ‘Umeke Ka‘eo originally
started 14 years ago as a school-within-a-school immersion program at
Keaukaha Elementary School, and continues to share the campus and
facilities of Keaukaha Elementary.  The educational program of Ka
‘Umeke Ka‘eo seeks to emphasize total indigenous Hawaiian language
immersion and experiential-based learning, while utilizing both English
and Hawaiian.  The school currently enrolls 140 regular and special
education students.

Ka Waihona O Ka Na‘auao Public Charter School

Ka Waihona O Ka Na‘auao offers K-3 elementary instruction.  Located
in Waianae, it serves primarily the children of Waianae and Nanakuli
and combines mainstream schooling content and skill development.  It
seeks to utilize the natural environment as a significant factor in its
educational approach, facilitated by Hawaiian values and ways of
thinking and behaving.  The school currently enrolls 70 regular and
special education students.
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Kanu O Ka ‘Aina Public Charter School

Kanu O Ka ‘Aina is a K-12 public charter school serving the Hamakua
and North Hawaii area.  The school initially started as a school-within-a-
school at Honokaa High and Intermediate School.  Kanu O Ka ‘Aina’s
purpose is to perpetuate the Hawaiian language, culture, and traditions.
The school currently enrolls 157 regular and special education students.

Ke Ana La‘ahana Public Charter School

Ke Ana La‘ahana is a 7-12 public charter school.  It serves children of
the Keaukaha community on the Big Island at three separate sites within
that community.  The purpose of Ke Ana La‘ahana is to foster an
awareness and understanding of cultural identity.  It plans to accomplish
this through an educational foundation based on culture, family, and
community.  The school currently enrolls 72 regular and special
education students.

Ke Kula Ni‘ihau O Kekaha Learning Center, A Laboratory
Public Charter School

Ke Kula Ni‘ihau O Kekaha, located in Kekaha on the island of Kauai,
provides a total-family, Hawaiian-language education program designed
to serve preschool through adult learners.  The program is based on the
Kumu Honua Mauli Ola, through which the Niihau Hawaiian language
dialect and cultural base are maintained as an integral part of quality
global learning.  Aha Punana Leo and the Niihau families originally
established Ke Kula Ni‘ihau O Kekaha to strengthen and perpetuate the
Niihau dialect.  The school currently enrolls 33 regular and special
education students.

Ke Kula ‘O Nawahiokalani‘opu‘u Laboratory Public Charter
School

Ke Kula ‘O Nawahiokalani‘opu‘u was established by the Aha Punana
Leo and is a laboratory school of the University of Hawaii at Hilo’s
College of Hawaiian Language.  The charter school began in 1994 as a
school-within-a-school at Hilo Intermediate School.  Since 1997 it has
been under the administrative umbrella of Hilo High School, but it is
physically located in Keaau on property owned by Aha Punana Leo.  The
school currently enrolls 56 regular and special education students.

Ke Kula ‘O Samuel M. Kamakau Laboratory Public Charter
School

Ke Kula ‘O Samuel M. Kamakau is a K-12 charter school located in
Kailua.  It was originally established pursuant to Act 315, SLH 1999, as
a laboratory school of Ka Haka ‘Ula O Ke‘elikolani, the Hawaiian



8

Chapter 1:  Introduction

language college of the University of Hawaii.  The purpose of Ke Kula
‘O Samuel M. Kamakau is to provide quality, family-based Hawaiian
language immersion education, with emphasis on health and wellness.
The school currently enrolls 58 regular and special education students.

Kihei Public Charter High School

Kihei Public Charter High School provides project-based service
learning in a high technology laboratory setting.  All teaching staff are
certified in their subject areas.  Its learning environment was developed
based on current, research-based practices that integrate national and
Hawaii content and performance standards, General Learners Outcomes,
and Secretary’s Commission on Achieving Necessary Skills
competencies.  Kihei Public Charter High School intends to serve the
22,000 residents of the South Maui area, from Maalaea to Makena, who
are currently without a local high school.  Originally located at the Kihei
Youth Center, increased enrollment prompted its move to a larger facility
at the Kihei Commercial Center.  The school currently enrolls 155
regular and special education students.

Kua O Ka La Public Charter School

Kua O Ka La was formerly known as Pu‘ala‘a.  Kua O Ka La is located
in Puna, on the Big Island, and is restoring the ancient village site of
Pu‘ala‘a for its educational programs.  Its curriculum is tailored for the
unique cultural needs of Hawaii’s indigenous population.  Kua O Ka La
serves grades 6-8 and currently enrolls 26 regular and special education
students.

Myron B. Thompson Academy Public Charter School

The Myron B. Thompson Academy changed its name from Hawaii E-
Charter School in August 2002.  Established in 1996 as the Department
of Education’s virtual school, the school was designed to offer
supplemental courses to public high school students statewide.  It later
evolved into Hawaii E-Charter, a stand-alone high school, when it
became a charter school in 2000.  Myron B. Thompson Academy is now
an on-line school of choice where students can earn credits towards a
high school diploma.  The academy combines Internet-based instruction,
multimedia technologies, and real-time chats to create standards-based,
student-centered learning.  Face-to-face tutorials, when needed, and final
exhibitions are also part of the learning experience.  The school currently
has 123 regular and special education students enrolled in grades 9-12.
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Niihau School of Kekaha, A New Century Public Charter
School

Niihau School of Kekaha is a K-12 charter school that originally started
as a home school in 1993 for students whose primary language is the
Niihau dialect of the Hawaiian language.  Niihau School of Kekaha
serves the Niihau and Kekaha communities by attempting to provide a
balanced bilingual education program, including the preservation and
promulgation of the Niihau dialect and Hawaiian culture and ideologies.
The charter school operates out of the Boys and Girls Club in Waimea
and also uses outdoor learning laboratories.  The school currently enrolls
38 regular and special education students.

The Volcano School of Arts & Sciences – A Community Public
Charter School

The Volcano School of Arts & Sciences is located in the town of
Volcano, adjacent to Hawaii Volcanoes National Park.  The school
serves children from the Volcano community in grades K-7, but plans to
add higher grades.  The school’s objective is to utilize a curriculum
designed in conjunction with the rich natural, cultural, and human
resources that exist within the community to provide experiential, multi-
sensory learning opportunities in the arts and sciences arenas.  The
school currently enrolls 87 regular and special education students.

Voyager – A Public Charter School

Voyager was formed by the Royal State Trust (also known as the Trust
for Emergent Education) and is located in the Kakaako area of Honolulu.
Voyager is intended to be an “incubator” school that introduces, tests,
and demonstrates a variety of methods of learning.  The school has
formed partnerships with various public schools to test its educational
approaches and currently enrolls 149 regular and special education
students in grades K-5.

Wai Ola, Waters of Life New Century Public Charter School

Wai Ola, Waters of Life New Century Public Charter School received its
charter in 2000.  The school provides a K-12 basic education program
and a limited special education curriculum.  Additionally, electronic and
correspondence curricula allow high school students to pursue their
diplomas independent of the traditional classroom setting.  The school
primarily serves the Puna district, but also draws students from the Hilo
area.  Wai Ola currently holds classes at the Boys & Girls Club in Hilo,
pending development of its permanent facilities in the Hawaiian Acres
subdivision.  The school currently enrolls 156 regular and special
education students.
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West Hawaii Explorations Academy – Public Charter School

West Hawaii Explorations Academy – Public Charter School is a high
school serving grades 9-12.  It is located near the Kona International
Airport, within the Natural Energy Laboratory – Hawaii.  The school
originated as a marine and aquaculture-based school-within-a-school at
Konawaena High School.  West Hawaii Explorations Academy’s goal is
to challenge and empower students to seek their own solutions to
complex problems, while promoting collaborations between peers,
mentors, teachers, and the community-at-large.  The school currently
enrolls 116 regular and special education students.

The following descriptions are based on materials provided by each new
century conversion charter school.  We did not verify the accuracy of the
information, except for enrollment counts.

Lanikai Elementary Public Charter School

Lanikai Elementary School has served students from grades K-6 in
Lanikai and the surrounding community in the Windward district of
Oahu since 1964.  In 1996, Lanikai became the second chartered school
in Hawaii.  The objectives of the school are to involve the entire
community in the development of excellence and to implement the
continuous improvement concepts of Edward Deming’s Total Quality
Management.  The school currently enrolls 323 regular and special
education students.

Wai‘alae Elementary Public Charter School

Wai‘alae Elementary School serves grades K-6 in the Kaimuki section of
East Honolulu.  In August 1995, Wai‘alae Elementary School became
the first chartered school in Hawaii.  Wai‘alae is authorized to
implement alternative administrative and educational policies and goals
in accordance with state and school standards.  The school currently
enrolls 489 regular and special education students.

1. Develop an allocation methodology for new century charter schools
and new century conversion charter schools in accordance with
guidelines set forth in Section 302A-1185, HRS, as amended by Acts
2 and 262, SLH 2002.

2. Determine appropriate allocations to new century charter schools
and new century conversion charter schools based upon the
methodology developed.

Descriptions of new
century conversion
charter schools

Objectives of the
Project
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We determined charter school allocations for FY2002-03 based on our
allocation methodology developed in accordance with Section 302A-
1185, HRS.  We obtained relevant information from the Department of
Education, Board of Education, and others to develop and apply our
methodology, including information relating to the department’s internal
allocations, collective bargaining agreement, impact aid, and official
school enrollments.

The project was undertaken between June 2002 and October 2002.  If
additional information arises subsequent to the issuance of this report,
we will make necessary adjustments to the allocations.

Scope and
Methodology
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Chapter 2
Allocations to New Century Charter Schools and
New Century Conversion Charter Schools,
FY2002-03

This chapter presents the FY2002-03 allocations to new century charter
schools and new century conversion charter schools in accordance with
Section 302A-1185, Hawaii Revised Statutes (HRS).  This chapter also
explains our methodology and discusses issues related to the allocation
project.  For FY2002-03, 23 new century charter schools and two new
century conversion charter schools will receive allocations.

Based on the provisions of Section 302A-1185, HRS, and information
received from the Department of Education, we determined that the
FY2002-03 per pupil allocation to charter schools should be $3,805 per
officially enrolled regular education student.  Allocations to each charter
school are presented in Exhibit 2.1.

We discuss the methodology used to determine this allocation in the
following pages.

We developed an allocation methodology in accordance with Section
302A-1185, HRS, as amended, and applied it to data obtained from the
Department of Education.  In developing the methodology, we reviewed
and considered the department’s policies and procedures.  We also
reviewed and critically analyzed the information received from the
department; however, we did not independently verify or audit the data.
We believe that, as the agency responsible for statewide education, the
department is best positioned to decide, for example, what services
should be provided on a statewide basis.

We based our allocation methodology on the department’s detailed
internal budgets for the four programs specified by Section 302A-1185,
HRS, adjusted for excluded programs and department-imposed
restrictions.  Appendix A presents details of the department’s internal
budget.  These details include departmental restrictions and amounts to
be excluded from the allocation.  In addition, we incorporated an amount
vetoed by the governor because it reduces the amount available for
regular education statewide.  We also included an appropriate portion of

Summary of
Allocations

Allocation
Methodology
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the department’s collective bargaining adjustment in the allocation
computation.  Finally, we added the portion of federal impact aid
budgeted for regular education to the amounts allocated.

Exhibit 2.2 presents a schedule of components used to determine the per
pupil amount for allocations to charter schools.

Exhibit 2.1
Allocations to New Century Charter Schools and New
Century Conversion Charter Schools, FY2002-03

   Regular
 Education Per Pupil FY2002-03

            Name of School Enrollment1    Rate Allocation

Connections 219 $3,805 $833,295
The Education Laboratory 361 3,805 1,373,605
Hakipu‘u Learning Center 40 3,805 152,200
Halau Ku Mana 51 3,805 194,055
Halau Lokahi 115 3,805 437,575
Hawai‘i Academy of Arts & Science 90 3,805 342,450
Innovations 94 3,805 357,670
Ipu Ha‘a Academy of Natural
   Sciences 54 3,805 205,470
Ka ‘Umeke Ka‘eo 133 3,805 506,065
Ka Waihona O Ka Na‘auao 67 3,805 254,935
Kanu O Ka ‘Aina 139 3,805 528,895
Ke Ana La‘ahana 66 3,805 251,130
Ke Kula Ni‘ihau O Kekaha Learning 33 3,805 125,565
   Center
Ke Kula ‘O  Nawahiokalani‘opu‘u 55 3,805 209,275
   Laboratory
Ke Kula ‘O Samuel M. Kamakau 58 3,805 220,690
   Laboratory
Kihei High School 133 3,805 506,065
Kua O Ka La 20 3,805 76,100
Lanikai Elementary 282 3,805 1,073,010
Myron B. Thompson Academy 111 3,805 422,355
Niihau School of Kekaha 38 3,805 144,590
The Volcano School of Arts &
   Sciences 73 3,805 277,765
Voyager 141 3,805 536,505
Wai‘alae Elementary 472 3,805 1,795,960
Wai Ola, Waters of Life 129 3,805 490,845
West Hawaii Explorations Academy 107 3,805 407,135

                    Total 3,081 $11,723,205

1  Source of enrollment count - Department of Education.
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Exhibit 2.2   
Determination of the Per Pupil 
Allocation for New Century Charter 
Schools and New Century 
Conversion Charter Schools, 
FY2002-03 
       

 Program Budget:     

  EDN100  $491,581,332    

  EDN200     8,582,545    

  EDN300     2,328,045    

  EDN400   36,696,611    

   
 Total regular education funds  $539,188,533 
    
 Collective bargaining adjustment    54,771,154 
    
 Impact aid adjustment     22,601,312 
    
 Governor's line item veto      (147,000) 
    
 Total allocable funds  $616,413,999 
    
 Divided by official enrollment, FY2002-03         161,990 
    
 Per pupil allocation rate              $3,80511

   
1  Amount is rounded to the nearest dollar. 

                                                 
 

We determined that a per pupil allocation methodology for FY2002-03
would be the only feasible approach.  For greater ease of understanding,
we provide a history of the allocation methodologies used in prior years
and the changes in the statute that direct funding allocations.  We also
explain our reasoning for adopting and abandoning methodology
components.

In FY1999-2000, we developed an allocation methodology consisting of
three components:  fixed costs, variable costs, and negotiable functions
costs.  Fixed costs represented EDN100 (School-Based Budgeting) fund
allocations in Hawaii’s public schools for school personnel positions that
are not directly dictated by student enrollment.  These positions may
include school principal, counselor, librarian, among others; however,
not all schools are allotted every position.  Variable costs were defined
as the allocation of EDN100 funds determined by school enrollment,
with the exception of negotiable costs and other exceptions.  The
negotiable functions costs component consisted of those services and

The use of per pupil
allocation
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functions that we believed charter schools could assume (i.e., curriculum
development, staff development, and student testing).  Negotiable
functions required agreement between the charter school and the
department.  At the time, we noted that funding requirements and
funding restrictions may vary for subsequent fiscal years.

The FY2000-01 allocation methodology was modified to meet additional
requirements reflected in Act 187, SLH 2000.  We continued to use the
fixed and variable costs concept.  Act 187, SLH 2000, also required that
if charter schools received additional federal grant moneys, we were to
determine the appropriate portion of the federal grant moneys to offset
the small school allotment.

The small school allotment is designed to augment allocations and is
determined by the department.  We had first introduced the concept of a
small school subsidy in our FY1998-99 allocation.  Act 187, SLH 2000,
provided that small schools were schools with fewer than 120 students.
In FY2000-01, there were no charter schools that qualified as a small
school.  Accordingly, no small school subsidies were allotted.

In FY2001-02, a per pupil allocation methodology was directed by
changes to the statute made by Act 209, SLH 2001.  In response to Act
209, we abandoned the fixed and variable costs methodology of the prior
years.  Previously identified fixed costs were reverted to EDN100 and
allocated as part of the per pupil calculation.

As directed by Act 209, SLH 2001, our FY2001-02 methodology
ensured that “the per pupil allocation to any new century charter school
shall not exceed the department’s average per pupil expenditure, based
upon the inclusion of similar cost items, in the previous fiscal year.”  The
only way to calculate this ceiling or cap on allocations was on a per pupil
basis.  This necessitated adoption of an allocation based solely on a per
pupil rate.  Thus, the allocation to each charter school was determined by
multiplying the per pupil allocation by the number of regular education
students officially enrolled.

Although some of the charter schools had enrollments below the small
school size threshold of 120 students and were eligible for a small school
allotment, the department chose not to exercise its discretion and did not
provide a small school subsidy.  Accordingly, all schools, including
those with fewer than 120 students, received an allocation based on our
per pupil allocation methodology.

For FY2002-03, we used the same single, per pupil allocation
methodology.  However, rather than base the allocation on the total
department general fund appropriation, the statute now directs that we
base the allocation on program budgets for EDN100, 200, 300, and 400
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only.  Further, allocations will be based on appropriations and
enrollments for the current fiscal year rather than per pupil expenditures
for the previous fiscal year.

The department indicated in September 2002 that it would not provide a
small school allotment for FY2002-03.  The small school allotment is a
means for the department to compensate for small school size and is not
within the Auditor’s allocation authority.

Moreover, we are precluded from returning to our prior fixed and
variable costs methodology because the department lacks a staffing
formula for schools of fewer than 150 students.  Our prior methodology
defined fixed costs in Hawaii’s public schools as those funds allocated
for personnel positions that are relatively independent of student
enrollment.  These authorized public school personnel positions are
based on formulas developed and applied by the department for regular
schools.  The department has different staffing formulas for the various
positions needed in schools according to size.  However, it does not have
formulas for small schools with fewer than 150 students.

Without staffing formulas, we are unable to determine the fixed costs
component for small schools and, hence, unable to utilize the fixed and
variable costs methodology.  Accordingly, we determined the allocations
based on a per pupil allocation methodology.

Finally, we identified what we believe to be a conflict in the law.  Act
262, SLH 2002, which amended Section 302A-1185, HRS, again,
removed the ceiling or cap on allocations that had been put in place the
year before via Act 209, SLH 2001, retroactive to FY2001-02.  This
provision appears to necessitate a recalculation of the allocation of funds
for FY2001-02 for all charter schools.  However, the act fails to make
appropriations necessary to cover the additional allocations dictated by
the retroactive provision.  Lack of legislative directives on this and other
issues directly affect our allocation methodology.  Accordingly, we
elaborate with greater specificity in our analysis of allocation criteria
reported below.

Section 302A-1185, HRS, specifies four of the Department of
Education’s budget programs as the basis for the allocation to charter
schools.  These programs are:

• EDN100 (School Based Budgeting)—Basic instructional
program for K-12 students in regular and special public schools;

• EDN200 (Instructional Support)—Standards development and
implementation, and related technical support; establishment of a
statewide educational accountability system;

The allocation is based
on statutorily specified
program budgets
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• EDN300 (State and District Administration)—Statewide
administrative support, including planning, budgeting,
accounting, personnel management, teacher licensing, and
information processing; and

• EDN400 (School Support)—Support services, including food
service, student transportation, physical plant operation and
maintenance, and utilities.

Departmental restrictions must be considered

Section 302A-1185, HRS, requires the Auditor to consider any changes
or restrictions to the department’s budget made by the Legislature,
governor, or department.  The Department of Education’s FY2002-03
budget, including departmentally imposed restrictions and amounts to be
excluded, is presented in Appendix A.

Allocation excludes some programs and services

Pursuant to Section 302A-1185(a)(4), HRS, the Auditor must also
exclude from the per pupil allocation funds for services that must be
provided at the state level; specific programs or projects that target
individual schools, complexes, or districts; grants-in-aid; and resources
for new facilities that target specific new construction projects.  With the
assistance of the department, we identified programs falling into each of
these categories and excluded them from the allocation, as shown in
Appendix A.

Governor’s line item veto reduces the allocation

The EDN100 budget appropriated by the Legislature was reduced by the
governor’s line item veto of $147,000.  Consequently, the reduced
budget must be considered for the allocation.

The Department of Education reported that its FY2002-03 general fund
collective bargaining amount for EDN100, 200, 300, and 400 totals
$64,266,586.  However, only $54,771,154 of this amount can be
allocated to charter schools.  Some programs with payroll costs are
excluded from the allocation; therefore, any related collective bargaining
amounts should also be excluded.

Determining the allocable portion of the collective bargaining amounts
involved several steps.  First, we categorized payroll amounts for each
line item within the department’s program budgets for EDN100, 200,
300, and 400 as either included or excluded from the allocation.  This
process is presented in Appendix B.  Then, we calculated the total
included payroll costs for each program budget (EDN100, 200, 300, and

Collective bargaining
amounts are included
in the allocation
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400).  Next, we determined the percentage of payroll costs to be
allocated, dividing the allocable payroll by the total payroll costs for the
program.  Finally, we computed the appropriate portion of the collective
bargaining amounts to be allocated by multiplying the percentage of
included payroll costs by the total collective bargaining amount for each
program.  Exhibit 2.3 shows the computation of collective bargaining
amounts to be allocated.

The State receives impact aid moneys from the federal government to
offset the cost of educating federally connected students, such as military
dependents, in the public school system.  Impact aid included in the
department’s school-based budgeting (EDN100) should be allocated to
charter schools.

The department’s EDN100 budget projects the following federal impact
funding and application:

Fringe benefits, regular education teachers $ 2,168,814
Certificated salary adjustments  9,716,908*
Substitute teachers, regular education   9,700,000
Fringe benefits, substitute teachers   1,015,590
Total impact aid EDN100 $22,601,312

*The department reports that an increase in fringe benefits from 22.32
percent to 32.22 percent will require transferring a portion of this amount
to fringe benefits.

The allocation of general funds to charter schools continues to exclude
EDN150 funds.  These funds are primarily designated to meet
departmental requirements for special education and to comply with the
requirements of the Felix consent decree.  The department has elected to
retain control of these programs due to system-wide requirements for
compliance.  Moreover, Section 302A-1185, HRS, excludes EDN150
from the specific programs to be allocated to charter schools, confirming
the Legislature’s intent to maintain the department’s responsibility for
special education.  The Auditor is therefore not responsible for
developing allocation amounts for special education.

Before calculating the FY2002-03 allocation, we first needed to
determine whether Lanikai and Wai‘alae elementary schools are
considered newly converted; and if not, whether the Auditor determines
allocations for new century conversion charter schools that are not newly
converted.  Because Lanikai and Wai‘alae elementary schools became
charter schools prior to FY1998-99, we do not consider them newly
converted.  Also, both Lanikai and Wai‘alae elementary schools have

Federal impact aid is
included in the
allocation

Special education
funding is excluded
from the allocation

Allocation
methodology for
Lanikai and Wai‘alae
elementary schools is
the same as for new
century charter
schools
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Exhibit 2.3
Computation of Apportionment of Collective Bargaining Amounts

EDN100:
Allocated payroll 444,882,579$  
Total payroll 460,719,009
Percent allocated 96.56% 1

Total collective bargaining adjustment for EDN100, FY2002-03 55,777,254$ 3

Portion included in allocation to charter schools 53,860,006$  2

EDN200:
Allocated payroll 6,975,595$     
Total payroll 11,681,219
Percent allocated 59.72% 1

Total collective bargaining adjustment for EDN200, FY2002-03 1,111,332$   3

Portion included in allocation to charter schools 663,647 2

EDN300:
Allocated payroll 1,819,860$     
Total payroll 18,863,697
Percent allocated 9.65% 1

Total collective bargaining adjustment for EDN300, FY2002-03 2,488,014$   3

Portion included in allocation to charter schools 240,029 2

EDN400:
Allocated payroll 72,462$          
Total payroll 47,423,452
Percent allocated 0.15% 1

Total collective bargaining adjustment for EDN400, FY2002-03 4,889,986$   3

Portion included in allocation to charter schools 7,472 2

Total collective bargaining apportionment for EDN100, 200, 300, 400, FY2002-03 54,771,154$  

1    Computed as "Allocated payroll" divided by "Total payroll."  Amounts are rounded for presentation
      purposes.  Actual, unrounded amounts are used for calculation purposes.
2    Computed as "Percent allocated" multiplied by "Collective bargaining adjustment EDNXXX, FY2002-03."
     Amounts are rounded to the nearest dollar.
3   The sum of collective bargaining adjustments for EDN100, 200, 300, 400, FY2002-03 is $64,266,586.
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been receiving allocations since FY1998-99.  We concluded that the
Auditor must compute their allocations using the same methodology as
for new century charter schools.

The Legislature ratified two acts during the 2002 legislative session
amending Chapter 302A, HRS:  Acts 2 and 262, SLH 2002.  Both
include provisions that require clarification.  Specifically, the retroactive
application of a change to the charter school allocation formula raises the
issue of additional funding requirements for FY2001-02.  In addition,
establishment of a new category of charter schools—the new century
conversion charter schools—leaves the status of two existing conversion
charter schools unclear, as well as the role of the Auditor in allocating
funds to any schools in this category.  Finally, we continue to report our
reservations about the involvement of the Office of the Auditor in the
allocation process.

Act 262 changes the allocation computation retroactively, beginning with
FY2001-02, and removes the limit to the allocation based on similar cost
items in the previous fiscal year.  In our Report No. 02-03, New Century
Charter School Allocations Project – FY2001-02, we reported that
without this limit, the FY2001-02 allocation to new century charter
schools would have been $289 per pupil higher.

Act 262 does not provide an appropriation of additional funds to cover
recalculation of the FY2001-02 allocation formula.  The act was signed
into law on July 5, 2002, which is after the completion of the 2001-02
fiscal year.  Without an additional appropriation by the Legislature, there
are no funds available for retroactive allocations.  Therefore, absent a
clear legislative directive and adequate appropriations, we did not
address the retroactive allotments issue raised in Act 262.

Act 2 establishes a new class of charter schools called new century
conversion charter schools.  This class consists of any existing
departmental school that converts to a new century conversion charter
school.

Section 302A-1185, HRS, as amended, provides for two distinct methods
of allocating funds, one for new century charter schools and the other for
newly converted new century conversion charter schools.  However, it is
not entirely clear whether the allocation method for newly converted
schools applies to schools to be converted in the future only, or also to
the two existing charter schools, Lanikai and Wai‘alae elementary

Other Issues Need
Further Review

A retroactive provision
may require an
additional allocation

The statute relating to
new century
conversion charter
schools needs
clarification
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schools.  Both Lanikai and Wai‘alae elementary schools became new
century conversion charter schools as of the effective date of Act 2.

Section 302A-1185(a)(8), HRS, requires the Auditor to develop a
methodology for allocating funds to newly converted conversion charter
schools.  Allocations are to be based on EDN100 and 200 program
budgets and, upon agreement between the department and a school,
specified sections of EDN300 and 400 that the school received in the
year prior to conversion.  It is not clear, however, whether the Auditor’s
responsibilities for allocations to conversion charter schools continue
after the first year of operation, when a school is no longer a newly
converted school.

Assuming the Auditor continues to determine allocations to new century
conversion charter schools after their first year of operation, it is unclear
whether the same allocation methodology should apply as for new
century charter schools.  Section 302A-1185(a)(1), HRS, clearly requires
the Auditor to determine an allocation to new century charter schools.
However, it is not clear whether this section includes new century
conversion charter schools that are not newly converted.

Additionally, there is a potential conflict between the statutory
responsibilities of the department and the Auditor.  Section 302A-
1185(a)(3), HRS, requires the Department of Education to provide
appropriate transitional resources to a conversion charter school for its
first year of operation based on the school’s prior year allocation.
However, Section 302A-1185(a)(8), HRS, obligates the Auditor to
develop a methodology for newly converted charter schools by basing
the allocation for each newly converted school on departmental program
budgets.  Moreover, the Auditor may adjust the allocation for
department-imposed restrictions, but there is no similar provision for
resources the department is obligated to provide.  We recommend that
the Legislature clarify these ambiguities.

The most recent statutory changes have ignored our belief that the
responsibility to make allocations to schools is an executive branch
function that should remain with the executive branch.  Assignment of
this executive branch responsibility to the legislative branch violates the
concept of separation of powers, i.e., the checks and balances provisions
of the Constitution.  We reiterate that the allocation function properly
rests with the executive branch and not with the legislative branch.

As a practical matter, the Auditor’s assigned allocation function conflicts
with its constitutional and statutorily assigned audit function.  A clear
conflict of interest would exist if at some time we are required to audit
charter schools.  In effect, we would be auditing our own allocations.

Role of the Office of
the Auditor is
problematic
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This would jeopardize the Auditor’s independence and ability to conduct
an impartial assessment under generally accepted government auditing
standards and strip us of our primary audit function.  Therefore, we urge
the Legislature to reconsider assignment of this responsibility.
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Comments on
Agency
Responses

Responses of the Affected Agencies

We transmitted a draft of this report to the Board of Education and the
Department of Education on January 8, 2003.  A copy of the transmittal
letter to the Department of Education is included as Attachment 1.  The
Department of Education’s response is included as Attachment 2.  The
Board of Education elected not to respond.

In its response, the Department of Education agrees with our assertion
that the assigned allocation function conflicts with our mission.  While
we recognize the potential conflict of interest, we are also cognizant of
the Legislature’s preference to keep us involved in the allocation
process.  The department also noted that legislation is needed to clarify
the Auditor’s role in determining the funding allocation for existing and
newly established conversion charter schools.

The department also concurred with our rationale for not providing
retroactive funding.  The department noted that Act 262, Session Laws
of Hawaii 2002, was not signed into law until after FY2001-02 (July 5,
2002), and thus, was absent of any appropriation.

The department also requested that the Auditor release the per pupil
allocation figures to the charter schools and the department by
September 1 of each year.  This is to facilitate the department’s final
distribution to the charter schools by October 15 as required by Act 262.
However, we point out that the department’s request is unreasonable.
Act 262 does not require the official student counts to be submitted to
the Office of the Auditor by the department until September 15 of each
year.  We cannot begin the allocation computations without the official
student count.  Based on the department’s past performance in
submitting requested information in a timely manner, we are less than
optimistic that the department would get this information to us much
before September 1.  It has struggled to meet the September 15 statutory
deadline.

The department also noted that the July 5, 2002 signing of Act 262 did
not allow new century charter schools to enter into an annual
memorandum of agreement with the department for centralized services
prior to the beginning of the school year as required by the revised law.

Finally, the department requested that beginning in FY2003-04 the
Auditor allocate a per pupil amount for all students, including special
education students.  However, we remind the department that the current
law does not provide for Auditor’s allocations for special education
students.










